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(UR-0111)

EXECUTI VE SUMVARY

The Eastern Republic of Uruguay

O'icina de Planeamento y Presupuesto [Planning and
Budget O fice] (OPP)

| DB: US$54.6 million (70%
Local counterpart funding: US$23.4 million (30%
Tot al : US$78.0 million
Anortization period: 25 years
G ace peri od: 5 years

Di sbur senent peri od: 5 years
Term for physical start-up

of work: 3 years 9 nonths
Interest rate: vari abl e

I nspection and supervision: 1%

Credit fee: 0. 5%

Currency of the | oan: U S. dollars

The central objective of the programis to increase
the efficiency of Uruguay's departnental governnents
by consolidating them as decentralized governing
institutions which can pronote |ocal developnent.
The specific objectives are: (a) to strengthen the
t echni cal , financi al and city-works-and-services
managenent capabilities of departnmental governnents,
and (b) to attend to the nobst pressing needs of
departments in the interior for investnment in
muni ci pal wor ks and servi ces.

To attain its objectives, the program will finance
projects for investnent in urban devel opnent and
institution-strengthening in the 18 departnents of
the country's interior. The programis divided into
two conponents: (a) an institution-strengthening
conmponent (US$6.5 mllion), to finance adnmnistrative
and financial managenent systens and training in the
depart ment al gover nnment s and i nt ernuni ci pa

cooperation projects; and (b) an investnent projects
conmponent (US$60 mllion), to fund projects in the
sectors of barrio inprovenent, urban streets and
roads, drainage, sanitation and city services, in
addition to promoting productive activities.
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ENVI RONMENTAL
CLASSI FI CATI ON:

BENEFI TS:

I nasmuch as this will be the |ast operation the Bank
will be financing that will entail nonreinbursable
transfers to municipalities, provision has been nade
in the program for a study on nunicipal government
functi ons, and alternatives for funding | ocal
i nvest ment s.

The programwi || require each departnental governnent
to submit a strategic devel opnent plan, as an instru-
ment to guide investnment decisions toward a package
of cohesive objectives. These plans, which are drawn
up by each governnent in consultation with represen-
tative sectors of the local comunity, enphasize the
forging of a shared vision as to local economc
potentialities and a dovetailing of public- and
private-sector efforts.

As a neans of furthering the objectives of the
program funding for the investnment conponent wll be

allocated in two stages. In a first phase, 70% of
the funds for investnents will be distributed on the
basis of department size and population. The

remai ning 30%will be allocated at a second stage, to
reward departmental governments that have attained
the targets with respect to (a) real increases in own
resour ces; (b) reductions in per sonnel costs;
(c) increases in investnment spending; and (d) inple-
ment ati on of cost-control systens.

The Environnment Commttee has classified this as a

Category 11l operation. On Cctober 8, 1996, the
Conmttee approved the programis environmental
sunmmary, which was forwarded to the Public

Informati on Center on Cctober 16, 1996.

I nvestnents under the program are designed to help
inmprove the quality of life for some 350,000
residents of the country's interior. O these,
approxi mately 175,000 are nenbers of households with
unnet basic needs (UBNs), the total nunber of such
households in the interior being 550, 000. This is
estimated to represent at least a 20% reduction in
the nunber of households with UBNs as a result of
barrio inprovenent, sanitation and other program
i nvestments which wll inprove housing and health
conditions of the population with UBNs.

By neans of actions such as those seeking to inprove
physi cal conditions and infrastructure in wurban
centers, and proactive |ocal developnent planning
efforts on the part of nunicipal governnents, it is
hoped to create an enabling environnent for private
i nvestment and, accordingly, pronote devel opnent in



Rl SKS

SOC AL CLASSI FI CA-
TI ON AND POVERTY-
TARCETI NG
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departments in the interior

The efforts to nake the managenment of departmental
governments nore efficient will help boost their own
resources, narrow any fiscal deficits, bolster their
public-works investnent capacity, and inprove the
quality of local urban services.

Experience under earlier progranms suggests the
i mportance of due attention to difficulties
encountered in inplenmentation, particularly as
regards procedures pertaining to tendering and
construction in departnental governnent projects. A
nunber of neasures have been adopted to mninize the
risk of problens: (a) standard bid docunments will be
used in the procurement of goods and services under
the program (b) the executing unit will be
responsi bl e for providing technical assistance in the
preparation of all bid docunentation (primarily for
international tendering); (c) all contract awards
exceeding prescribed discretionary limts wll
require the Bank's approval; and (d) technical super-
vision for a project nmust be conm ssioned before the
contract for the project is awarded.

VWenever funds are expended for i nstitutional
strengthening, there is always a risk that the
out cones could be conprom sed by changes in nanage -
ment, weak technical capacity, or replacenents of
| ocal officials or scant interest on their part. To
counter these risks, provision has been nade for
contracting integrated adm nistrative and financial
systens, including their inplenmentation, start-up and
requisite staff training. It is expected that, once
the new admnistrative, financial and tax systens
have been set in place as part of the institutional
operating structure, it wll be easier to ensure
their continued use. The same holds true wth
respect to decision-nmaking practices through planning
processes and technical appraisal of projects, both
of which have begun with the program and are now
wi dely used | ocally.

Pur suant to the Ei ghth Replenishnent docunent

(AB-1704, paragraph 2.13), it has been determn ned
that the proposed program qualifies as an operation
seeking social equity and poverty reduction, inasnuch
as the planned investnments in basic sanitation and
barrio inprovenent will benefit the population wth
unnet basic needs and thereby help to reduce the UBN
i ndex by 20% Since the wurban infrastructure
projects wll benefit all muni ci pal residents,

irrespective of their income levels, the program
cannot be classified as poverty-targeted in the terns
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EXCEPTI ONS TO
BANK PCLI CY:

THE BANK' S
CAUNTRY AND
SECTOR STRATEGY:

of paragraph 2.15 of the Ei ghth Replenishnment
docunent .

a. Gven the nunber, geographic diffusion and snall
size of the projects involved, it is proposed
that all small-scale procurenments be supervised
by the Bank ex post. Supervision in this fashion
woul d be applicable to construction projects for
anounts equivalent to US$500,000 or less and to
procurenment of goods for US$50,000 or |ess
(paragraph 3.20).

b. In view of the pronpt and effective support
provided by the United Nations Devel opnent
Programme (UNDP) in the selection and hiring of
consulting services for the earlier prograns,
whi ch expedited processing arrangenments, it is
recommended that, as an exception, the executing
agency be authorized to renew the present
contract with UNDP. The services would include
recruitment of consultants for inplenentation and
techni cal oversight of the program at a total
cost of US$3.3 million. UNDP would charge 3.5%
of that sum as its admnistration fee, which
woul d be financed with | ocal counterpart funds.

The Bank's strategy in Wuguay has three primry
obj ecti ves: (i) to support a deepening of struc-
tural -reform efforts in the public sector, notably
the reform of social security and the workings of
government (to rationalize public spending and
achi eve fiscal balance); (ii) to support initiatives
ainmed at creating a better climate for the growh of
private investment and recovery of conpetitiveness,
including funding for basic infrastructure; and
(iii) to support efforts to increase the supply and
inmprove the quality of soci al services (in
particul ar, education, health and sanitation).

In regard to the first objective, the pr oposed
program would conplenment efforts under other Bank
prograns by supporting neasures for the rationaliza-
tion of public spending and bal anci ng of depart nent al
government  budgets. In pursuit of the second
obj ective, the program enphasizes exploration of the
econom ¢ potential of departnments and the creation of
an enabling environment for private business to
prosper, by endowi ng towns and cities in the interior
with basic infrastructure. The investnents to be
funded by the program in the city services and
sanitation infrastructure sectors, with the quality
i nprovenments being sought by instituting procedures
for the technical and economnic appraisal of projects,
woul d contribute toward the third objective.
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The first disbursement is contingent upon prior
performance, to the Bank's satisfaction, of the
follow ng obligations by the borrower: (a) that the
executing agency be operating with the agreed-on
staff and characteristics; (b) that the Bank has
received the nodel participation agreenent for
departmental governnents and the OPP; and (c) that
the programis Operating Regulations agreed upon in
advance with the Bank have been put into effect
(paragraph 3.2).

O her special conditions have to do with (a) perform
ance of a mdtermreview to exanm ne the progress of
the program and take corrective action where needed
(paragraph 3.23); (b) adequate mmintenance of the
works and services financed by the program (para-
graph 4.10); and (c) hiring of consultants for
external nonitoring of the program (paragraph 3.21).

Threshol ds above which international conpetitive
bi dding will be required are US$250, 000 for goods and
contracting of associated services, and US$2, 000, 000
for construction work. Procurements for |esser
amounts will be tendered in accordance w th Uruguayan
| aw, adhering to procedures that are consonant wth
t he Bank's procurenment policies (paragraph 3.18).



